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Bearish Bullish

Tonight’s Research Points

e High volume selloff may contain slight bearish edge for the next few days.

e Drops > 1% with 3:2 breadth have historically been followed by a move higher.

e Closes in the bottom 10% of the daily range have led to consistent bounces since
the March bottom.

e The unfilled gap and poor close provide a much better upside edge when the SPX
is gapping down from under its 10ma.

e Aggregator System changed to long at the close today..

Short-term Outlook — updated 12/18

The Bottom Line

Despite only being down 1 day there is ample evidence that a bounce is likely. I’'m
looking to take advantage off this dip. Not going to overdo it immediately though.

Summary of Recent Active Studies (see http://QuantifiableEdges.blogspot.com or
Letters from listed dates for details)

Study Date Description Time span [Bias Avg Max Move
Active

December 18, 2009 SPX closed in bottom 10% of daily range  [1-3 days Bullish 2.70%
December 18, 2009 SPX down 1% & Declines 2x Advancers 1-9 days Bullish 3.40%
December 14, 2009 December Op-Ex Week Bullish 1-5 days Bullish 2.00%
Active - Long Term

December 7, 2009 Nasdaq Leading S&P int. term Bullish

December 2, 2009 VIX:VXV crosses below 0.9 2-5months  [Bearish

Dropped Tonight

December 15, 2009 SPX breakout to 50-high 1-3 days Bullish 1.20%

If the avg max move is achieved the study will appear in bold italic blue and no longer be
active.
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The Evidence
After gapping down quite a bit on Thursday the market never made much of an attempt to
rally and fill the gap. It continued lower for much of the day and finished near its lows.
The S&P, Nasdaq, and Russell all closed down over 1%. Breadth was strongly negative.
The NYSE Up Issues % was 28% and the Up Volume % came in at 13%. Total volume
was very high.

Lots to look at tonight so let’s get to it.

I’ll start off with the one bearish study that was appearing in the Quantifinder tonight. It
was last published in the 9/2/09 Subscriber Letter.

MNYSE volume is the highest in 20 days. SPX drops 1% but does not make a 10-day low.
Buy on close. Sell X days later. $100k/trade. 1960-present.

X AlNet | AL Totsl AlWinming Al Losing | Al s | o Ave Al Ava All Al Al &y
Days Profit Trades Trades Trades Profitakle Winning Losing Win.l'l.pss ProftFactar |  Trade
Trade Trade Ratio
5 -B,73283 19 g 11 4241 247745 222000 099 ny2 -357.00
4| -5,593649 19 5] 13 A 305812 8472 1.E6 oy7 -294 .40
30,5827 19 T 12 35840 230140 A 47426 1.26 0.9 -g3.22
2| 548057 19 ] 10 47537 169054 -206952 0.s2 074 -255.45
1) 355553352 19 g 11 4241 1 60554 -543.40 1.80 1.38 157.02

What once appeared as a decent downside edge is now looking more questionable. I’'m
not going to include this in the Aggregator tonight. | will continue to keep an eye on it
though.

This next study is one that we’ve seen several times. It looks at broad, strong selloffs. It
last appeared in the December 9, 2009 Letter (stats not updated).

SPX drops at least 1% and delciners more than double advancers.
Buy SPX on close. Sell X days later. $100k/trade. 10/20/87 - present.
) ) ) : ' . ) Al Aviy Al Avig All: ' '
DEi.‘y'S 'alglrar;’l:t 'a'\l'"r.aTd::I '&"'.I'::ﬂdnensmg M':'.rla_gzgg Prﬂlilts?éle Whinning Lesig) Nn'ﬂ'f:'ﬁ Praf'rtAI-lla.actDr '&'Il'léa'ac\i\;g
Trade Trade Ratio

10 | 236,001 75 241 164 77 BE05 | 272063 274874 0.8 212  arazs
9 (257 847 48 246 170 76 g811| 2673.00| -2586.35 103 23| 1,04815
8 |218,319.97 2671 170 an B513| 2627.02| -253637 1.04 186  E3E4T
V230,029 57 281 176 105 B2E63 251624 -219457 119 2.00 51561
G 210,273.32 297 185 112 6229 247091 -2203895 112 1.85 o7 .89
518951125 326 195 131 2952 2293900 19709 1.16 1.73 25132
4 135,930 53 348 201 147 ST76| 204333 186924 1.09 149 38060
3 16062617 360 236 144 §211| 175673 -1 76363 1.00 163 42270
2|152,395.20 433 244 189 5635 169164 137758 123 158| 35195
1112434 54 435 2890 135 5979 112434 -1,09551 1.03 1.53 231 .52
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This study was actually getting ready to expire in the next day or two. | have reset it and
it is included now at the top of the Active Studies list.

Another Quantifinder study looked at closes in the bottom 10% of the daily range since
the March bottom. 1’ve updated that one below:

SPX closes in bottom 10% of daily range.
Buy on close. Sell X days later. $100k/trade. 3/6/09 - present.

X AN Met | Ak Totsl |aIWinning| A Losing | Al s | Sk AV | AL Avg A Al Al Ay
Days Profit Trades Trades Topls | Ermpeg | Losng | Winloss |\ o actor| Trade
Trade Trade Featio
3| 3333289 20 15 =] 75.00 2B0618| -1,151594 226 6.79 1,BEE B2
2 1805569 23 18 g B522| 183615 137333 1.41 2.64 Ta5.03
10 15,001 77 23 158 g B5.22 127496 -515.33 247 464 55225

Of the 23 instances, only 2 (5/11/09 & 10/26/09) failed to close higher than the entryprice
at some point in the next 3 days.

Of the 23 instances, only 1 (5/20/09) failed to trade above the closing price at some point
the next day ..

This study is what | sometimes refer to as an “environmental edge”. | believe a good
portion of its recent success is due to the strongly bullish environment. Environmental
edges have their place and | like to pay attention to them for as long as they appear to be
working. | don’t expect it to last forever. It may stop working prior to a major shift in the
market — perhaps providing a clue to a change in the environment. Another example of
an environmental edge that served us well while it worked was the “2 Days in chop”
strategies.

Thursday’s unfilled gap down and poor close is something else I looked at in the context
of the longer-term uptrend.

SPY gaps down and doesn'tfill. It closes in the bottom 25% of its daily range and above
the 200ma. Buy on close. Sell X days later. $100k/trade.1993 - present.
X Al Met | AL Totsl AL Winning Al Losing | Al % | ok Ave Al Avg All Al Al Ay
Days Profit Trades Trades Trades | Profitable LTI Losing 'I.-'\ﬂn.ﬂ.pss ProftFactar| Trade
Trade Trade Ratio
10 69144 61 &2 51 3 6220 2368.86| -1,566.54 142 234 54323
9 77370 86 57 29 B528 2224.20| -1,70555 130 256 59908
8 7631025 a9 52 3T 5543 2533.25| 1497581 1.5 238 G742
7 77A35.66 92 59 33 G413 223505 453725 147 244 S4E07
6 7248075 94 56 35 5957 220884 1,347 &9 1 54 242 7TOT
5| 55105855 94 56 35 5957 140202 1,35276 141 207 5EE2E
4| 3992063 a7 55 41 5773 1565.068| -1,30055 125 175 41135
3| 27 28580 100 54 45 5400 149133 118318 126 1.51 27289
2| 26562.99 102 55 45 5392 1728327  -978415 1.3 160 26042
1 17981 56 103 59 43 57.28 79068 | G705 116 152 17458
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At first blush the results appear to provide a decent upside edge. But if | add another
filter you’ll see that the short-term market position matters quite a lot. At Wednesday’s
close, prior to the gap down, the market was trading in the upper portion of its range
(above the 10ma). Below are the results broken out by times the setup occurred above

and below the 10ma.

SPY gaps down and doesn't fill. It closes in the bottom 25% of its daily range and above
the 200ma. Yesterday it closed abowve the 10ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
X Al Met | A Total |AIWnning| A Losing | Al e | S AvD | Al Avg A Al Al Avy
Days Profit Trades Trades Trades Profitakle Winning Losing 't-"aﬂn.ﬂ_pss ProftFactar | Trade
Trade Trade Ratic
10| 30,206 58 &7 ] 28 s821 209061 | 182969 114 159 45219
| 34,557.00 68 43 25 B324| 198835| -2,037.68 0.8 168 50819
8| 33,556.94 71 k] 32 5493 216979 159577 136 166 47263
7Y 4060085 73 45 28 B164 180472 161113 118 1.80 55618
6| 3750523 vd 43 Kl 28.11 181996 -1 31461 1.38 1.92 20653
5| 2589377 74 42 32 5676 152004 131742 123 161 34992
4| 1377625 78 40 38 5263 151486 -1,300.51 116 128 18127
3| 343438 77 a7 38 4505 1731585 -1,160.34 RE] 1.08 44 50
2| 343617 79 36 41 4557 115584 -918.88 126 1.10 49 52
1 -330.02 go 41 33 21.25 51986 -G90.54 0.80 0.97 -10.385

Not much better than market drift here.

SPY gaps down and doesn't fill. [t closes in the bottom 25% of its daily range and abaove
the 200ma. Yesterday it closed below the 10ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
X AN Net | A Totsl |AKWinning| Al Losing | Al | HEAve | Al Avg A Al Al Ay
Days Prﬁfit Tfadea Trades frades Prufﬁable Winning Losing V\ﬂn.ﬂ.pss PrnfitFéu:tu:ur Tl;ade
Trade Trade Fatic
10| 4555947 22 17 ] Fr2¥ 292056 -313.04 359 1221 207225
g 44,824.00 22 17 5 7727 282833 65150 434 1476 2,037 46
& 46,280.78 22 17 5 7727 316788 151483 208 741 210367
7| 4142899 22 17 5 7727 286156 -1,783.51 1 B 555 1,883.14
B 35494340 22 14 g B3.64 | 334424 -1 358885 246 4.31 1,634.02
9 28242485 22 14 g B3.64 274797 -1 27563 2135 376 128375
4| 2471273 22 16 B 7273 204054 132264 154 441 11233
3| 23,854.42 23 17 B 731 187319 1,331 64 141 388 103715
2| 22062682 23 14 4 §261 | 152471 158567 096 457 98377
1) 158811 .68 23 18 5 7826 120925 -5591.08 205 7.ar 517.90

When the gap down and weak close happened after the market was already selling off
the edge appears to be immediate and large.

So in the current case the unfilled gap and poor close don’t appear to be providing much

of an edge.

I have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Both lines spiked up quite a bit today. The green Aggregator line was helped greatly by
tonight’s studies. Net expectations over the next 3 days have increased substantially.
Meanwhile the SPX has now strongly underperformed expectations over the last 3 days
which has caused the large move up in the black Differential line. Oversold versus
expectations and positive expectations over the next few days have historically been a
bullish combination. The Aggregator System went long at Thursday’s close based on
this.

Based on the current numbers it would take quite a rally on Friday to signal an exit for
the Aggregator System. For the Differential line to flip negative the SPX would need to
close around 1,109 or higher.

Based on all of the above I’'m bullish for now and will look to take advantage of a
possible bounce. We could have a bit farther to drop though , as it has only been 1 down
day at this point and we aren’t yet even approaching the bottom of the recent range.

Intermediate-term Outlook (2 weeks — 2 months)— updated 12/14 —somewhat bullish
With the market still stuck in the range of the last several weeks, not much has happened
to change my outlook. | can’t imagine turning bearish unless there is a breakdown in
price.

I’ve been watching breadth for a while now as both the Advance/Decline and the Net

New High % has lagged over the last couple of months. There’s been some improvement
in the advance/decline line and it is just inches away from making new highs and

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952




confirming the rally. The new highs has a ways to go so even if the advance/decline
breaks out here we’ll need to keep an eye on new highs.

The Nasdag/S&P 500 Relative strength indicator still favors the Nasdaq though the
difference couldn’t be smaller. If the S&P outperforms this week then it will surely take
the lead back. You’ll recall that the Nasdaq leading has been a much more favorable
relationship since the inception of the Nasdag. This was shown in detail in the blog in
earlier this here. Click here to view that study.

The dollar rallied a bit this week and squarely broke through its 50-day ma. Despite this
the S&P managed to close the week slightly higher. The dollar and S&P have had a
strong inverse relationship since 2008. | ran a test back to December of 2007 to see how
the S&P had performed other times when it managed to rise in spite of a dollar rally over
a 5-day period. What | found was basically meaningless. During the bear market results
showed downside over the next 1-2 weeks. During the recent rally the S&P followed
such instances with more upside. You could test most anything over the same period and
get similar results, so I’m not reading anything into it.

If the dollar continues to rise and the S&P can manage to hold up well 1 would interpret
that as bullish.

In summary, price action and leadership remain bullish. Volume action could use some
improvement. Breadth is close to ending its divergence. The S&P is holding up well
despite a brief rally in the dollar and we are entering one of the most bullish times of the
year from a seasonality standpoint. | see no convincing evidence to flip me bearish yet.

Catapult and Capitulative Breadth Statistics

(Catapult Presentation Part 1) (Catapult Presentation Part 2)
Open Catapult Triggers

none

Catapult for ETF’s Trades
none

Broad Market Large Cap CBI -0
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Additional New Trade Ideas

A full listing of system triggers can be found at the system triggers page each night. |
will cherry pick some of my favorite setups from the S&P 100 and ETF lists along with
occasional other trade ideas to track below.

SPY — buy % index position @ $110.18 limit. Looking to get long based on the short-
term outlook and Aggregator configuration.

IWM - buy ¥ index position @ $60.62 limit. IWM has a strong seasonal advantage over
SPY thru the beginning of 2010. I’ll also look to allocate some capital here.

Active Trades Table
None
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